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Moral hazard is the Status Quo's Prime Directive 




END i FED 

Please don't claim anything changes if one party or the other is in the majority. Anyone clinging 
to that fantasy is delusional. 

If you really think it matters which political party controls the U.S. Senate, please answer these 
questions. Don't worry, they're not that difficult: 

1. Will U.S. foreign policy in the Mideast change from being an incoherent pastiche of 
endless war and Imperial meddling? Please answer with a straight face. We all know the 
answer is that it doesn't matter who controls the Senate, Presidency or House of 
Representatives, nothing will change. 

2. Will basic civil liberties be returned to the citizenry? You know, like the cops are no 
longer allowed to steal your cash when they stop you for a broken tail light and claim the 
cash was going to be used for a drug deal. 



Or some limits on domestic spying by Central State agencies. You know, basic civil 



liberties as defined by the Bill of Rights and the U.S. constitution. 

Don't make me laugh-you know darned well that it doesn't matter who controls the Senate, 
Presidency or House of Representatives, nothing will change. 

3. Will the predatory, parasitic policies of the Federal Reserve that virtually everyone 
from the Wall Street Journal to what little remains of the authentic Left understands 
has greatly increased income and wealth inequality be reined in? Please don't claim 
either party has any will or interest in limiting the Fed's rapacious fmancialization. There is 
absolutely no evidence to support such a claim-it is pure wishful thinking. 

4. Will the steaming pile of profiteering, corruption, waste, fraud and ineptitude that 
is Sickcare in the U.S. be truly reformed so its costs drop by 50% to match what every 
other developed democracy spends per person on universal healthcare? It doesn't 
matter if ObamaCare is repealed or not; that monstrosity was simply another layer of 
bureaucratic waste on an already hopelessly dysfunctional system. 

If you answer "yes," please run a body scan on yourself to detect the biochips that were 
implanted while you voted Demopublican. 

5. Will the influence of Big Money be well and truly banned from politics? If you 

answer yes, please pick up your tin- foil hat at the door. 

6. Will the incentives in the Status Quo be reset to punish rapacious fmancialization 
and gaming the system and reward productive investment and labor? Before you 
answer, check out who's buttering the Senators' bread. Hint: Wall Street does not qualify 
as productive unless we're talking about the production of life-draining parasites. Virtually 
none of the vast armies of skimmers and scammers, from those pursuing bogus disability 
claims to lobbyist leeches, will suffer any consequence. 

Moral hazard is the Status Quo's Prime Directive. 

7. Will anything be done to dismantle the Neofeudal Debt-Serfdom known as student 
loans? You are delusional if you think either party has any interest in limiting the predation 
of an academic Upper Caste that came to do good and stayed to do well 

8. Will any prudent assessment be made of unaffordable weapons systems like the F- 
35 Lightning-$1.5 trillion and counting for aircraft that will soon be matched by 
drones that cost a fraction of the F-35's $200 million a piece price tag? No way-parts of 
those insanely costly jets are made in dozens of states, so the pork is well-distributed. 
Never mind the plane is lemon, built to fight the wars of the past. It's jobs, Baby-that's all 
that counts. Never mind the $1.5 trillion-we can always borrow another couple trillion-the 
Fed promised us. 

Do you really think the Senate controlled by either party will ask why the F-35's price tag 
dropped to $120 million from $200 million? That's easy-the revised estimate left out the 
engine and avionics. They'll be added back in after the Senate approves open-ended 
funding. 



If none of these key dynamics will change, you got nothing. Please don't claim anything changes if 
one party or the other is in the majority. Anyone clinging to that fantasy is delusional. 

If you doubt this, please take the above quiz again. 

The End of QE Is Not the End of Bad Policy 
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Recently the financial press and media has been abuzz as the Federal Reserve moved closer to the 
anticipated end to its massive bond and mortgage backed securities purchases known as quantitative 
easing. James Bullard, President of the St. Louis Federal Reserve Bank, stirred controversy last week 
when he suggested the Fed should consider continuing the bond buying program after October. But at 
the October 29th meeting, the policy makers did as anticipated and "agreed to end its asset purchase 
program." However one voting member agreed with Mr. Bullard. Per the official press release, "Voting 
against the action was Narayana Kocherlakota, who believed that, in light of continued sluggishness in 
the inflation outlook and the recent slide in market-based measures of longer-term inflation 
expectations, the Committee should commit to keeping the current target range for the federal funds 
rate at least until the one-to-two-year ahead inflation outlook has returned to 2 percent and should 
continue the asset purchase program at its current level" (emphasis added). 

The action yesterday completes the phase out, which began in January 2014, of the controversial QE3 
under the leadership of Ben Bernanke and continued unabated under Janet Yellen. 

"Not the End of Monetary Easing" 

While the headline in the Wall Street Journal highlighted the action as closing a "chapter on easy 
money," a closer look illustrates this is perhaps not the case. The Journal, on the editorial page the same 
day offers a better perspective, supported by data and the rhetoric in the press release. Much to the 
determent of future economic prosperity, "The end of Fed bond buying is not the end of monetary 
easing." 

While quantitative easing has contributed to the massive expansion of the Fed balance sheet — now 
nearly $4.5 trillion in assets — it is not the whole story. Even as the Fed ends new buying of favored 



assets, the Fed balance sheet 
will not shrink. As pointed 
out by the Wall Street 
Journal, "QE is not over, and 
the Fed will still reinvest the 
principal payments from its 
maturing securities." Even 
more relevant, during the 
phase out there was a 
continuing expansion of 
three broad measures of Fed 
activity; St. Louis Fed 
adjusted reserves (Figure 1), 
the monetary base (Figure 2), 
and Federal Reserve Banks 
— Total Assets, Eliminations 
from Consolidation program 
(Figure 3). (All data from 
FRED economic data series 
St. Louis Federal Reserve. Calculations are mine.) 

Figure 1 : St. Louis Fed Adjusted Reserves 
FPFP — st - Louis Adjusted Reserves 
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Figure 2: The Monetary Base 
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Figure 3: Federal Reserve Banks — Total Assets, Eliminations from Consolidation 



— All Federal Reserve Banks - Total Assets, Eliminations from Consolidation 
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The Fed's Balance Sheet Continues to Expand 

Despite some ups and downs, adjusted reserves increased 15.8 percent from January 2014 through 
September 2014, the monetary base by 8.6 percent, and consolidated assets by 10.7 percent. Given QE 
purchases were $85 billion per month at their peak, this continuing expansion of the Fed balance sheet 
and the other relevant monetary aggregates, the phase out and end of quantitative easing represents not 
a change in policy stance, but only a shift in tools. Monetary distortion has continued unabated. The 
only plus in the change is that more traditional tools of monetary manipulation create only the 




traditional market distortions; 
Cantillon effects, false relative 
prices, particularly interest 
rates, and the associated 
misdirection of production 
and malinvestments. 
Temporarily gone is the more 
dangerous Mondustrial Policy 
where the central bankers 
further distort credit allocation 
by picking winners and losers. 

As illustrated by the Fed 
speak in the press release, post 
QE3 -forward policy will, 
despite John Taylor's 
optimism that this would not 
be the case, continued to be 
biased against a return to a 
more balanced, less 
potentially self-defeating 
rules-based policy. Instead 
driven by the Fed's unwise 
dual mandate and the strong 
belief by Fed leadership in 
Tobin Keynesianism, policy 
will continue to "foster 

maximum employment." This despite strong theoretical arguments (Austrian business cycle theory and 
the more mainstream natural unemployment rate hypothesis)[l] and good empirical evidence that any 
short-run positive impact monetary policy may have on employment and production is temporary and 
in the long run, per Hayek, cause greater instability and potentially even higher unemployment. 

The Lasting Legacy of QE 

As pointed out by David Howden in "QE's Seeds Are Already Sown," and as emphasized by Hayek (in 
Unemployment and Monetary Policy: Government as Generator of the "Business Cycle"), and recently 
formalized by Ravier (in "Rethinking Capital-Based Macroeconomics"), the seeds of easy money and 
credit creation, even when sown during times with unused capacity, bring forth the weeds of instability, 
malinvestment, bust, and economic displacement. They do not bring the promised return to prosperity, 
sustainable growth, and high employment. 

Since the phase-out is only apparent, and not a real change in policy direction, Joe Salerno's warning (" 
A Reformulation of Austrian Business Cycle Theory in Light of the Financial Crisis," p. 41) remains 
relevant: 

(G)iven the unprecedented monetary interventions by the Fed and the enormous deficits run 
by the Obama administration, ABCT also explains the precarious nature of the current 
recovery and the growing probability that the U.S economy is headed for a 1970s-style 
stagflation. 



Since 1 



While highly unlikely there is still time to do the right thing, follow the policy advice of Rothbard and 



the Austrians, as argued earlier in more detail here and here. Despite some short run costs which are 
likely small compared to the cost of a decade of stagnation, such a policy is the only reliable route to 
return the economy to sustainable prosperity. 



53% Think Neither Political Party Represents 
The American People 

by ORRAZZ | NOVEMBER 6, 2014 




Voters continue to believe Democrats have more of a plan for the future than Republicans do, but most 
again say neither party represents the public. 



A new Rasmussen Reports national telephone survey finds that 53% of Likely U.S. Voters think it is 
fair to say that neither party in Congress is the party of the American people. That's up six points from 
47% last October and matches the previous high found in June 2012 during the last national election 
cycle. Just 28% disagree, while 19% are not sure. (To see survey question wording, click here .) 

But a plurality (47%) believes the Democratic Party has a plan for where it wants to take the nation. 
That's up slightly from the low 40s in prior surveys back to February 2010 . Thirty percent (30%) think 
President Obama's party does not have a plan for the future. Twenty-three percent (23%) are 
undecided. 

By contrast, 38% think the Republican Party has a plan for where it wants to take the nation, but 
slightly more (40%) disagree. Twenty-two percent (22%) are not sure. This is generally in line with 
past surveys. Belief that the GOP has a plan for the future jumped to a high of 54% in June 2012 but 
fell back to previous levels after that. 

Just six percent (6%) of voters now think Congress is doing a good or excellent job . Seventy- two 



percent (72%) say it would be better for the country if most incumbents in Congress were defeated this 
November. 

(Want a free daily e-mail update ? If it's in the news, it's in our polls). Rasmussen Reports updates are 
also available on Twitter or Facebook . 

The survey of 1,000 Likely U.S. Voters was conducted on April 19-20, 2014 by Rasmussen Reports. 
The margin of sampling error is +/- 3 percentage points with a 95% level of confidence. Field work for 
all Rasmussen Reports surveys is conducted by Pulse Opinion Research, LLC . See methodology . 

Republicans control the House of Representatives, while Democrats hold the majority in the Senate. 
The GOP is expected to hold onto the House in this November's elections but needs to pick up six new 
seats to win control of the Senate. 

If Democrats win control of Congress, most voters (55%) believe there will be a noticeable change in 
the lives of most Americans . Slightly fewer voters (49%) think there will be a noticeable change in the 
lives of most Americans if Republicans win control of Congress. 

Interestingly, 52% of Republicans and a plurality (44%) of Democrats agree that neither major political 
party is the party of the American people. But 65% of voters not affiliated with either party feel that 
way. 

Sixty-seven percent (67%) of Democrats think their party has a plan for where it wants to take the 
nation. Fifty-six percent (56%) of GOP voters say the same of their party. Among unaffiliated voters, 
however, only 40% think Democrats have a plan for the future, and even fewer (32%) believe that of 
Republicans. 

Most Republican voters think their representatives in Congress have lost touch with the party's 
base over the last several years, while most Democrats believe their Congress members have done a 
good job representing what their party stands for. 

Generally speaking, the younger the voter, the more likely he or she is to believe that neither party 
represents the American people. Men are more skeptical than women. Blacks are less doubting than 
whites and other minority voters are. 

Liberals believe much more strongly than moderates and conservatives that Democrats have a plan for 
the future. Conservative voters are more likely to believe the GOP has a plan for where it wants to take 
the nation. 

During the partial federal government shutdown last October, 50% of all voters described the GOP 
congressional agenda as extreme, while 46% said the same of the Democratic agenda . 
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